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KEY ECONOMIC INDICATORS -- HUNGARY 
ITEM 
real % chg compared to previous yr 198 


National Income -0, 
Industrial Output -2. 
Agricultural Output +4, 
Real Per Capita Income +0. 
Official Consumer Price Index +9, 


ITE 1980 
Net National Income ; 581.0 744.0 
(Current Prices; billion Fts) 
Socialist Sector Investments 190.0 188.0 
(Current Prices; billion Fts) 
Average Industrial Monthly Wage (Fts) 3963.0 4741.0 
Exchange Rate: (average)*** 42.7 
Commercial ais RAK 


Noncommercial " RRR 
(Fts per US $1) 
Coal Production (mill. tons) 
Crude Oil Production (mill. tons) 
Crude Oil Imports (mill. tons) 
Natural Gas Production (mill. cu.m.) ‘ : . 
Natural Gas Imports (mill. cu.m.) ‘ 4 ‘ 


Bauxite Exports (thous. tons) . ‘ 467. 

Wheat Exports (thous. tons) ' ‘ 1147.0 
Corn Exports (thous. tons) é 438.0 
Iron Ore Imports (mill. tons) : 3 3.8 
Stock of Automobiles (thousands) ; 3 1182.0 


Population (millions) 
Tourists visiting Hungary (mill.) 


Ruble Exports (mill. rubles) ++ 4372.8 5,439.0 6,158.0 
Ruble Imports (mill. rubles)++ 4,877.0 : 6,102.0 6,688.0 
Ruble Trade Balance (mill. rubles)++ -505.0 , -579.0 -30.0 


Convertible Currency Exports 4,863.0 é 4,876.0 4,847.0 
(mill. $)** 

Convertible Currency Imports 4,587.0 4,110.0 3,970.0 
(mill. $)** 

Convertible Currency Trade Balance +276.0 +445.0 +766.0 +877.0 
(mill. $)** 

Current Account Balance (mill. $)** -368.0 -727.0 -149.0 +297.0 

U.S. Exports to Hungary (mill. $)* 79.0 ie 68.0 110.0 

U.S. Imports from Hungary (mill. $)* 108.0 129.0 133.0 158.0 

U.S. Trade Balance with Hungary -29.0 -52.0 -65.0 -48.0 
(mill. $)* 


SOURCE: Hungarian Statistical Office; *U.S. Department of Commerce V# 
ex National Bank of Hungary IMF method 


Noncommercial rate was merged with the commercial rate on 
October 1, 1981; Fts = Forints. 


export (FOB); import (CIF); trading ruble=26 Forints 





~) SUMMARY 


Hungary continues its policy of slow growth to induce economic adjustment. 

The stabilization of capital investment, begun in 1979, has been followed by a 
rationalization of raw material, labor and energy prices. Confidence in 
Hungarian economic management has been shown through loans supported by the 
Bank of International Settlements, the IMF, the IBRD, and commercial banks. 

An IMF standby credit was granted for 1983 and again for 1984, and was 
followed by IBRD development programs each year. Commercial loans have 
continued, improving in amount and terms in the first half of 1984. 


Since the first quarter of 1982, imports have been reduced due to constricted 
foreign currency reserves. Some restrictions were lifted in the first six 
months of 1984; the rest may be lifted by the end of the year. 


The economic emphasis in 1984 remains on strengthening the internal and © 
external balance of the economy, promoting modernization of industry, 
conserving energy and increasing exports. 


In April 1984, the Party Central Committee approved expanded economic reforms 
to deregulate prices and wages, alter selection of corporate managers, and 
introduce income tax and banking reforms. Food and household energy prices 
were increased at the beginning of the year. The general cost of living is 
expected to increase by 7.5 percent. 5 

Ss a result of economic adjustment, imports and business activity are expected 
to grow very slowly for the next several years. With continued hard currency 
constraints, the Hungarians are expected to stress countertrade (barter), 
cooperation projects and hard currency earning exports and projects. 

Hungary's main convertible currency trading partners remain nearby Western 
European countries, but a number of positive steps have been taken to improve 
the U.S. trading position. Most Favored Nation (MFN) tariff treatment was 
obtained in 1978. There are also numerous cooperative agreements between the 
two countries, including several joint companies. Several U.S. firms maintain 
representative offices in Budapest. A tax convention to avoid double taxation 
was signed in 1980. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Overview: Adjust and Hope for Economic Recovery 


With a poor raw material base and a population of 10.7 million, Hungary is 
very dependent on foreign trade, (about 55 percent of the GDP), increased 
productivity and efficient use of capital to improve its standard of living. 
Energy efficiency and conservation remain a top priority of the Hungarian 
government. Economic reforms have reinforced and emphasized Hungary's 
traditional strength in agriculture, with the result that reforms have 
advanced further in agriculture than in the industrial sector. 


et 





Hungary's overall level of economic development is ahead of all East 
European countries except the German Democratic Republic and 
Czechoslovakia. The New Economic Mechanism (NEM), the Hungarian 
reform program begun in 1968 which emphasized enterprise initiative, 
has resulted in greater market orientation, improved availability of 
consumer goods, and a higher standard of living. 


Hungary's balance of payments position deteriorated noticeably in 
the mid and late 1970's. Intending to force the economy to adjust 
to this situation, the government, in 1978, cut back capital 
investment and increased internal prices to reduce subsidies. This 
policy continues. The government is encouraging productivity 
through further decentralization of industry, more entrepreneurial 
incentives and financial benefits for energy conservation. 


Despite these steps toward market-oriented economic adjustment, 
Hungary faced severe financial difficulties in the first half of 
1982. These were eased by the end of the year with the assistance 
of the international financial community and the government's own 
resolve to reach current account equilibrium. 


The 1981-86 Sixth Five-Year Plan emphasizes attaining equilibrium in 
the economy and maintaining the standard of living. National income 
in 1984 is targeted to grow by only 1.5 to 2 percent, a modest 
increase over the one half of one percent increase achieved in 

1983. Domestic consumption is to fall by one to two percent in 1984 
because of more efficient production and a slight drop in real 
personal income. Industrial production is set to grow by 1 to 2 
percent and agricultural output by 4 percent. Inflation is pegged 
at 7.5 percent as a result of price increases earlier in the year. 


In recent years about fifty percent of Hungary's trade has been 
oriented toward the Soviet Union and Eastern Europe, and about half 
toward Western Europe, North America, the Middle East and the 
developing countries. Heavy dependence on imported raw materials, 
particularly energy, has led to a deterioration in the terms of 
trade with both convertible currency (Western) countries and ruble 
(Eastern European) trade partners. Import restrictions introduced 
under GATT rules in September 1982 reduced the value of 1983 
convertible currency imports by three percent in dollar terms over 
1982. These import restrictions are being gradually withdrawn in 
1984 as foreign exchange reserves improve. Hungary is a member of 
the Council for Mutual Economic Assistance (CEMA). 


Agriculture: Drought and Economic Adjustment 


Drought reduced 1983 agricultural production by 3.2 percent in 
volume. Corn production declined to 80 percent of the record 1982 
harvest and was 10 percent below the average of the last five years. 
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Wheat and small grains, such as barley and oats, were harvested 
early and were not affected. There were also losses in sugarbeet, 
potatoes and grapes. Higher sugar content in wine-producing grapes 
improved the quality of Hungarian wines. By mid-spring 1984, 
rainfall was still below average and official assistance was being 
given to farms purchasing irrigation equipment. The fall in 
agricultural production affected export earnings and not domestic 
consumption. 


Government subsidies to agriculture were cut in early 1984, 
substantially increasing the cost of fertilizer and raising prices 
of machinery and animal feed. This is intended to promote greater 
efficiency in the agricultural sector. To compensate farmers for 
the loss of subsidies, state procurement prices were raised by 4.4 
percent in 1984, taxes were lowered and the compulsory reserve fund 
was abolished. Special advantages for rural light industry were 
also cancelled. 


Industry: Greater Efficiency, Fewer New Investments But... 


Industrial output improved slightly in 1983, rising by 0.7 percent 
in volume. In line with the objective of holding down capital 
investment to create a convertible currency surplus, only projects 
offering export promotion and energy savings are being encouraged. 
Major capital investments already begun, such as the Soviet designed 
Paks nuclear reactor (the second 440 megawatt unit will be completed 


in late 1984) and the extension of the Budapest subway, will be 
continued. 


The only large investment project in light industry is a new paper 
factory in Szolnok which will produce 61,000 metric tons of paper. 
The project, to be completed in 1984, combines Finnish, Austrian, 
West German and American equipment. Also nearing completion is a 
catalytic cracking plant at the Danube Petroleum Industry Enterprise 
at Szazhalombatta. It is being built by Procofrance under license 
from the American firm UOP. Sumitomo, a Japanese company, has also 
recently completed a 40,000 metric ton polypropylene plant at the 
Tisza Chemical Works in northeastern Hungary. Several Austrian 
companies are building tourist hotels in Budapest and the 
provinces. Austrian companies are also constructing the new 
international airport terminal in Budapest. 


A number of large corporations reorganized during the past year. 
The historic Csepel steel and manufacturing works broke up its 
industrial trust and separated its various operations into 
individual profit centers attached to a common research and 
management operation. The Hungarian multinational light bulb 
manufacturer, Tungsram, financially reorganized itself in 1983 and 
closed its unprofitable plant in the Irish Republic early in 1984, 
It retains plants in the United States, Austria and Pakistan. 





The April 1984 Central Committee communique reiterated the goal of 
profitablity for socialist and cooperative industries. This has 
been followed by increased emphasis on more efficient use of 
materials and labor resources, and greater stress on enterprises 
managing their own financial resources. These goals should be 
furthered when the freeze on corporate development funds is lifted 
and if the promise of a more liberal amortization policy 
materializes. 


... World Bank Financed Projects Go Ahead 


Hungary joined the IMF and IBRD in 1982. In 1983 the IBRD approved 
two development projects for Hungary totalling $200 million in World 
Bank funds. This was combined with $200 million in mostly 
commercial co-financing and an associated $70 million Japanese yen 
loan. The projects are for farm machinery and grain storage 
facilities, and a variety of energy conservation projects. 


In March 1984, two additional development programs totalling $200 
million in IBRD funds were approved. A 1984 co-financing package 
for gas and oil recovery activity and several export-oriented 
industrial projects may be as high as $485 million. These projects 
are contracted under open competition and reviewed to ensure 
adherence to IBRD regulations. 


Finances Improving but Adjustment is a Long Term Proposition 


Although Hungary has good financial and debt management, its 
external medium term debt of about $6 billion and its short-term 
debt of some $1.7 billion are high in per capita terms. The severe 
credit crunch of the first half of 1982 was eased by the third 
quarter of that year with the assistance of the Bank of 
International Settlements and the IMF. The latter approved a $600 
million standby credit and commodity compensation loan in December 
1982. Another IMF standby loan, amounting to $450 million for 12 
months, was approved in January 1984, 


As Hungary reaches a projected 1984-85 "bunching" period, it will 
have to make payments of $1.4 billion on the principal of its hard 
currency debt in 1984 and interest payments of about $1 billion. 
However, the combination of IMF standby credits and the IBRD-related 
loans, plus increased commercial financing interest in Hungary and 


the ability to turn over existing loans, should alleviate problems 
for 1984, 


A number of commercial loans made in the spring of 1984 were 
over-subscribed, indicating an increasingly positive attitude by 
banks toward Hungary. Among recent loans to Hungary were a $210 
million three year bankers' acceptance loan led by the First 
National Bank of Chicago; a $135 million export financing loan to 
the Budapest offshore Central European International Bank, with a 
$35 million companion loan; and a $50 million five-year revolving 
credit put together largely by Middle Eastern banks. 





This financing will meet immediate financial needs, but building up 
foreign exchange reserves from current account surpluses will be 
increasingly difficult. Hungary's exports compete on the world 
market in product variety and degree of quality with those from 
middle-tier developing countries. Economic adjustment must 
therefore focus on improved efficiency in material and labor inputs 
and flexibility and innovation for the world market. 


Economic Reform: Planning for 1990 


The 1968 New Economic Mechanism marked its 16th anniversary in 1984 
with renewed vigor. Since 1979, prices increasingly have reflected 
actual costs, rationalized material costs and reduced state 
subsidies. In 1984, experiments with wage deregulation have 
involved between 300,000 to 400,000 employees in socialist and 
cooperative industries. Continuation of these reforms and changes 
in other areas of the economy were confirmed in April 1984 by the 
party Central Committee. 


Additional reforms include the selection of corporate executives by 
employees, a broader based income tax, and financial reforms to 
better generate and mobilize capital. New regulations on price and 


wage deregulation are expected to be implemented in 1985. Other 
major reforms are not expected until 1986 when they can be combined 
with the Seventh Five-Year Plan (1986-1990). 


Features of U.S.-Hungarian Trade 


The most important development in U.S.-Hungarian trade has been the 
1978 bilateral trade agreement extending Most Favored Nation (MFN) 
tariff treatment to Hungary. MFN status for Hungary is reviewed 
annually by Congress. Since 1978, according to U.S. statistics, 
total bilateral trade has grown 61 percent, from $166 million in 
1978 to $268 million in 1983 despite stagnation in the early 1980s 
at around the $200 million level. U.S. trade figures vary 
considerably from Hungarian figures and show approximately half the 
value of U.S. exports to Hungary. One reason is that U.S. figures 
do not include those goods of American origin which are shipped 
through European subsidiaries or agents. 


According to U.S. statistics, U.S. exports to Hungary in 1983 
totaled $110 million, while U.S. imports from Hungary totaled $158 
million. Principal U.S. exports were soya meal and animal feed, 
industrial machinery, agricultural equipment, chemicals and hides. 
Major Hungarian exports to the U.S. were canned ham, buses, 
electrical equipment, apparel, shoes and metals. 





IMPLICATIONS FOR THE UNITED STATES 


Economic Adjustment Will Slow Down Growth and Consumption 


The Hungarian Government's official policy of limiting capital 
investment, combined with the current shortage of foreign exchange, 
and the need to balance trade with the West, will probably mean 
decreased imports from convertible currency countries for the next 
several years. Lower than anticipated GDP growth and living 
standards will cut consumer imports but the need to conserve energy, 
and boost agricultural productivity and industrial exports should 
increase trade potential in those areas. 


Doing Business in Hungary 


Hungarian trade policy is directed at increasing hard currency 
exports while restraining hard currency imports. Total 
U.S.-Hungarian trade is expected to grow only marginally in 1984. 
Long term prospects for U.S. exports are brightest in equipment and 


technology for agricultural production, food processing, and energy 
and resource management. 


While foreign trade is a state monopoly and the forint is not 


convertible, Hungarian business style is remarkably close to that of ., 
Western business. Direct relationships can be entered into with : 
state companies and an increasing number of manufacturing 
enterprises are being given foreign trade rights. Yet, due to 
Hungarian economic concerns and traditional trading patterns with 
West European firms, U.S. firms should not expect their products and 
companies to be accepted immediately. 


Establishing a joint venture, cooperation agreement or 
representative office can be a lengthy and bureaucratically 
complicated procedure. Office space, housing, Hungarian national 
personnel, and other accommodations and services for commercial 
representation must be arranged through the Ministry of Finance. 
Suitable facilities are at a premium and prices can be high. 
Obtaining telephone and telex facilities is also difficult. 


With the shift toward greater economic restraint, countertrade 
and/or cooperation requirements can be expected in most commercial 
negotiations. As defined by Hungarian enterprises, cooperation may 
include the following: long-term contracts for commission work; 
joint manufacture of parts or products; joint sales in third 
markets; joint research and development; and buy-back arrangements, 
where the U.S. exporter purchases product manufactured from the 


Hungarian partner made with material or equipment supplied by the 
U.S. firm. 





